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KEY ECONOMIC INDICATORS 


Values in millions of US dollars. Average exchange rates: 1977 - $1 = Ikr. 213; 
1978 - $1 = Ikr. 270; 1979 - $1 = Ikr. 340. 





% Change 
ITEM 1977 1979 est. ‘78 - ‘79 


GNP, Current Prices 7348.0 2,139.4 
GNP, Constant Prices (1969, in 

millions of Ikr.) SVs 2o1 54,236 
Average Population 2225410 226,173 
Per Capita GNP (current prices 

in US$) 8,290 9,060 
Gross Fixed Asset Formation as 

percentage of GNP 3053 2 209 
Net Foreign Exchange Reserves 

(as of July 1) 20.22 , 88.5 
Money Supply & Current Account 

Deposits (in Ikr. as of Aug. 1) 
Unemployment Rate 
Hourly Wage of Unskilled Labor 


Cost of Living Index (Jan. 1968 = 
100) 


February 
August 
November 


Total Exports, FOB 
Exported Fish Products 
Percentage Composition of Exports: 
to the U.S. 
to the U.S.S.R. 
to EFTA 
to EEC 


Total Imports, CIF 
from the U.S. ‘ Te 
from the U.S.S.R. i 8. 
from EFTA 20. 2 
from EEC ais y's 


Principal imports from the U.S. (1978): automobiles; tobacco products; grains 
and cereals; electrical and non-electrical machinery and equipment. 


Source: National Economic Institute, Statistical Bureau of Iceland, Central 
Bank, and Embassy estimates. 





Iceland: Good Growth but Inflation Takes Toll 


Summary 


The Icelandic economy continued to grow at a good pace 
in 1979, in spite of the high inflation rate. The 
growth of real GNP is expected to be about 3.7 percent, 
a lower rate than the roughly 5 percent average of the 
past 2 years. 


The high inflation rate, which averaged 54 percent, has 
its origin in wage agreements negotiated in 1977. The 
high inflation rate was also affected by soaring prices 

On the Rotterdam petroleum market, as the price Iceland 
pays for its Soviet-supplied fuel is tied to the Rotterdam 
price. Although there was an improvement in the inflation 
rate in early 1979, the inflation rate rose again later in 
the year. In March 1979, each of the three coalition 
parties proposed an economic plan to deal with inflation. 
After much debate among the parties, the only promising 
measure to be passed into law was a new interest 

rate policy designed to correct the high negative 

interest rates by bringing the rates gradually into 

line with inflation. Nevertheless, the left of center 
coalition government was unable to secure better inter- 
nal economic balance by moving effectively against this 
accelerating inflation because of internal political 
differences. All was not black, however. There were 
bright spots in the economy including a good growth 

rate, full employment, reasonable profit margins, 

and higher per capita income. 


On the external side, Iceland maintained reasonable 
economic balance despite adverse shifts in relative 
prices. The nation’s position was helped by high fish 
prices. However, the terms of trade worsened, wholly 
as a result of the increased petroleum bill. In any 
event, the balance of payments is expected to show 
only a small deficit since exports expanded as a 
result of anew ferrosilicon plant. 


Iceland’s coalition government resigned in October, 
and as this report is written on the eve of a national 
election, projections for 1980 are difficult because 
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new policies and priorities will not be set until 
the new government takes office. However, for 
1980 the National Economic Institute has forecast 
no real growth and some decrease in real wages and 
disposable income. 


Iceland’s high propensity to import will continue 

to provice an opportunity to.U.s. exporters. American 
machinery and transport goods have traditionally been 
favored, and opportunities also exist for expanded 
imports of consumer goods, ferrous metals, paper, 
plastics, and wood and lumber. 


PART A - Current Economic Situation and Trends 


Slower Growth but High Inflation 


As in earlier years, the real side of the Icelandic 
economy performed well in spite of high inflation. 
Growth of the GNP was 3.7 percent, a commendable 
rate even though somewhat less than experienced in 
199 7,08. (309 9 Full employment has been maintained, 
and per capita income is high. Foreign exchange 
reserves, which had been negative in 1978, moved up 
well. 


The problem, however, is that wage agreements reached 
in mid-1977 with the Icelandic Federation of Labor 
and with government workers provided for full cost- 
of-living increases on a quarterly basis and touched 
off a spiral of inflation which has not yet been 
controlled. To date, government imposed measures 
have proved inadequate. 


Iceland’s principal economic policy objectives have 
remained full employment and maintenance of its wel- 
fare state programs. These objectives are supported 
by all parties for political and social reasons. Any 
actions which would adversely affect these basic tenents 
have been avoided. To maintain internal economic 
balance, the government has relied almost exclusively 
on incomes policy. Fiscal policy has tended to be 
expansionary and monetary policy accommodating. To 
insure external balance, exchange rates policy in the 
form of frequent marginal changes in the rate of the 





krona has been used. Devaluations are necessary 
mainly to support the export-oriented fishing indus- 
try which is the mainstay of the economy. Fish 
prices on the export market have remained stable, 
and to meet constantly increasing domestic costs, 
the value of the Icelandic krona has decreased by 
44.6 percent in value against the dollar between 
September 1978 and September 1979. 


The public sector has contributed to expansion as 
well as the high inflation. The national budget as 
adopted called for a surplus of some 7 billion, krona 
which was to be used to reduce government debt to the 
Central Bank. The main restraint was to be in capital 
investment in the public sector, which was to be held 
£0. 25. Percent Of” GNP: Neither of these goals were 
achieved. Because of increased costs and higher wage 
bilis,,. ja BUAGEE” GELicrtt’ of” ike. *7=S HitLion is now 
projected and investment will reach about 27 percent 
of GNP. In sum, fiscal policy became expansionary 
instead of acting as an element of restraint as 
originally planned. 


With heavy pressure from the government sector, monetary 
policy became accommodating. Even though automatic 
rediscounting of loans increased from 25 to 28 percent, 
the Central Bank still seems to lack adequate tools to 
contain monetary expansion. 


Incomes Policy Proves Inadequate 


The objective of government incomes policy has been to 
try to reduce the impact of the 1977 wage agreements 

by influencing current wages and prices through a 

series of expedients. These have so far proven inade- 
quate. Specific actions included a legislated reduction 
of full indexation; increases to lower salaried employees, 
with a fixed increase being given to those with higher 
salaries; elimination of sales tax on foodstuffs to 
lessen their impact on the cost-of-living index; 
increased subsidies to the agricultural sector, and 
strengthened price control. 


Iceland’s external economic balance was greatly affected 
Dy. .O11 « Most of Iceland’s petroleum is purchased from 





the Soviet Union. Refined product is purchased 
under a dollar-denominated contract pegged to the 
prices on the Rotterdam spot market. For a number 
of years, this arrangement served Iceland well, but 
in late 1978 and through most of 1979, prices on the 
Rotterdam spot market soared, reaching levels well 
over 100 percent above the quotations of mid-1978 
and far in excess of the OPEC posted price. These 
increases hit Iceland particularly hard since the 
increases were on its entire petroleum supply, and 
the fishing fleet, the base of the country’s one 
major export industry, is diesel powered. Because 
of increased oil prices, Iceland will have a balance 
of payments deficit for 1979. The balance of trade 
moved into negative figures in the second quarter 
after showing consistently positive results for the 
previous three quarters. The services balance is 
also negative, and the current account, which had 
shown a surplus since 1977, became negative during 
the second quarter of 1979. 


Fishing and Industrial Sectors Remain Strong 


In spite of its weak financial position, Iceland’s 
fishing industry had a good year. The,cod. catch 

will be in the same range as 1978, about 330,000 tons. 
Capelin, which is primarily used for reduction to 

meal and oil, was especially plentiful. For the period 
January - September, 1979,705,800 tons were taken, an 
increase of 4.4 percent over the same period for 1978. 
The catch of other species also increased over last 
year. In dollar terms, fish exports should earn about 
9.7 percent more in 1979 than 1978. 


Iceland’s developing industrial sector got a boost 
with the addition of another new, energy intensive 
export industry. The first section of a ferrosilicon 
plant was opened in 1979 with a total planned capacity 
of 50,000 metric tons. Only one of the plant’s two 
planned smelting pots is now in operation, the second 
will be brought on line in September 1980. This first 
increment added $8 million to the nation’s export 
earnings. The plant’s output is exported to the EEC 
countries. 














1980 Outlook Clouded 


The National Economic Institute has made the following 
forecasts based on the assumptions from the proposed 
national budget introduced but not passed by the outgoing 
government. Assuming that petroleum prices will stay the 
same, a 3 percent reduction in the terms of trade between 
1979 and 1980 will ensue. The basic policy provision in 

the proposed budget imposes limits On quarterly wage and 
price increases, and provides for a gradual reduction in 
these limits. If this provision is implemented by the new 
government, real wages would fall by 3 percent and real 
disposable income by 2 percent in 1980. The budget also 
tries to restrict fixed asset formation by limiting spending 
On capital projects to 25 percent of GNP. The basic 
provision for controlling spending is in the loan and 

credit budget, which was not completed before the government 
resigned. 


Based on the above assumptions, the Economic Institute 
forecasts 1 percent GNP growth in 1980, and no growth in 
GNI. Exports of goods and services will grow 2.5 percent, 
but imports will increase only 1 percent. Money supply 
(M,) up 38 percent in 1979,will grow 36 percent in 

1980. Debt servicing ratio for 1980 will be 15 percent 

of export earnings. Unemployment will hold steady at 

half of one percent. 


The basic thrust of the above forecast is reasonable. 
However,it issubject to greater than normal difficulties 
for several reasons. First, economic policies of the 
new government will not be known until sometime in 
December or January. Even though it will take some 
time for any new policies to have an effect they could 
alter the current forecast significantly. Another 
unknown in the equation is the cost of labor for 1980. 
The 1977 wage agreements are due for renegotiation in 
January, just a month after the national elections. 
Agreements which allow increases in real wages would 
cause further acceleration of inflation. If such 
increases can be avoided, and exports maintain recent 
levels, inflation should begin to slow during the 
second quarter of 1980. 


PART B - Implications for the United States 


Although the market may tighten up as the government 

tries to control inflation, per capita disposable income 
will remain the the $9,000 range. Since American goods 
Only represent 7 percent of Iceland's imports, there is 
considerable room for improvement. Iceland has a high 
tendency to import, and the scope of the market is very 
broad, Its one-crop economy and lack of natural resources 
make it dependent on imports for survival. Traditionally, 
these imports have come from Europe, particularly the 
Scandinavian countries. However, with the emergence of 

the United States as its principal export market, a large 
share of its export earnings are in dollars. Local business 
executives realize it is a mistake tO convert those dollars 
to more expensive European currencies to buy products which 
are also available on the American market. While American 
goods are respected and move easily on the Icelandic market, 
a number of factors besides the tradition of buying in 
Europe have slowed the growth of American imports. For 
example, freight rates from the United States were very 
high, but have been reduced over the last year and a half. 
More vexing to the Icelandic business executive is the 
problem of being forced to deal with American subsidiaries 
in Europe. Icelandic business executives feel that they 
are not as well served by Europeandistributors as they 
could be by dealing directly with the parent company. 
Additionally, they feel that buying from the stock of a 
European middleman adds to the cost of U.S. goods. 


Opportunities to improve sales of American products 

exist in a number of important areas. American industrial 
machinery has always been well respected, but sales in 
1978 represented only seven percent of $63 million 

market. Imports of ferrous metals in 1978 were valued 

at $21 million, but the U.S. share amounted to less 

than one percent. An important component of this 

sector is insulated steel pipe used in expanding 

central hot water heating systems. The U.S. share 

of textile yarns and fabrics could also be improved. 





In 1978 it was only 3.4 percent of a $32 million 
market. American clothing represents only 3 percent 
of $24 million in imports, and footwear less than 
one percent of $7 million. Other, similar oppor- 
tunities exist for furniture, paper, plastics, wood 
manufactures and lumber, and animal feeds. 


As to investment, Iceland has begun exploitation of 
its large reserves of potential hydro and geothermal 
energy with a Swiss-owned aluminum smelting plant and 
the recently opened ferrosilicon plant. The previous 
government did not encourage further foreign invest- 
ment, but the government which will take office after 
the December national elections might change this 
policy. If it does, opportunity would exist for 
cooperation of U.S. investors in the establishment 

of energy-intensive industry geared to reexport. 

The highly successful aluminum plant is an excellent 
example of the type of industry well suited to 
Iceland. It imports alumina, uses reasonably priced 
electric power to smelt it, and reexports ingots and 
billets. 


* U. S. GOVERNMENT PRINTING OFFICE : 1980—311-056/225 





Regional Marketing Managers 


Commercial and economic information on most trading part- Area 


ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Regional Marketing Manager is responsible for the areas 
listed below. Assistance or information about marketing in 
these countries may be obtained by dialing these key people 
directly: 202-377 plus the given extension. 


Area 


Africa 


(except Algeria, Egypt, Libya, Morocco and 
Tunisia—see Near East Listing below) 


Canada 
Eastern Europe 


Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic Countries 


Far East 


Extension 


East Asia, Taiwan, Australia, and 


New Zealand 


Latin America 
Extension 


Southeast Asia and Sub continent 
Japan, Korea and Hong Kong 


Andean and Caribbean countries 


Brazil and River Plate countries 


Near East 


Mexico and Central America countries 


Egypt, Iran and Israel 

Algeria, Libya, Morocco and Tunisia 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yeman, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 


USSR 


Spain, Portugal, Switzerland and Yugoslavia 


United Kingdom 


People’s Republic of China 


Commerce District Offices 


Albuquerque, 87102, 505 Marquette 
Ave. NW., Rm. 1015 (505) 766-2386. 
Anchorage, 99513, P.O. Box 32, 
701 C St. (907) 271-5041. 

Atlanta, . 30309, Suite 600, 1365 
Peachtree St., NE. (404) 881-7000. 
Baltimore, 21202, 415 U.S. Custom- 
house, Gay and Lombard Sts. (301) 
962-3560. 

Birmingham, 35205, Suite 200-201, 
908 S. 20th St. (205) 254-1331. 
Boston, 02116, 10th Floor, 441 
Stuart St. (617) 223-2312. 

Buffalo, 14202, 1312 Federal Bldg., 
111 W. Huron St. (716) 846-4191. 
Charleston, W. Va., 25301, 3000 New 
Federal Office Bidg., 500 Quarrier 
St. (304) 343-6181, Ext. 375. 
Cheyenne, 82001, 6022 O’Mahoney 
Federal Center, 2120 Capitol Ave 
_ (307) 778-2220, Ext. 2151. 

Chicago, 60603, Room 1406, Mid- 
Continental Plaza Bldg., 55 E. Mon- 
roe St. (312) 353-4450. 

Cincinnati, 45202, 10504 Fed. Bldg., 
550 Main St. (513) 684-2944. 
Cleveland, 44114, Room 600, 666 
Euclid Ave. (216) 522-4750. 
Columbia, S.C., 29204, Forest Center, 
2611 Forest Dr. (803) 765-5354. 
Dallas, 75242, Room 7AS5, 1100 
Commerce St. (214) 749-1515. 
Denver, 80202, Room 165, New Cus- 


tom House, 19th and Stout Sts. (303) 
837-3246. 


Des Moines, 50309, 817 Federal 
Bldg., 210 Walnut St. (515) 284-4222. 
Detroit, 48226, 445 Federal Bldg., 
231 W. Lafayette (313) 226-3650. 
Greensboro, N.C., 27402, 203 Fed- 
eral Bldg., W. Market, St., P.O. Box 
1950. (919) 378-5345. 

Hartford, 06103, Room 610-B, Fed. 
Bldg., 450 Main St. (203) 244-3530. 
Honolulu, 96850, 4106 Federal Bldg., 
300 Ala Moana Blvd., P.O. Box 
50026 (808) 546-8694. 

Houston, 77002, 2629 Federal Bldg., 
515 Rusk Ave. (713) 226-4231. 
Indianapolis, 46204, 357 U.S. Court- 
House & Federal Office Bldg., 46 E. 
Ohio St. (317) 269-6214. 

Los Angeles, 90049, Rm. 800, 11777 
San Vicente Blvd. (213) 824-7591. 
Memphis, 38103, Room 710, 147 
Jefferson Ave. (901) 521-3213. 
Miami, 33130, Rm. 821, City Na- 
tional Bank Bldg., 25 W. Flagler St. 
(305) 350-5267. 

Milwaukee, 53202, 605 Federal Of- 
fice Bldg., 517 E. Wisconsin Ave. 
(414) 291-3473. 

Minneapolis, 55401, 218 Federal 
Bidg., 110 S. 4th St. (612) 725-2133. 
New Orleans, 70130, Room 432, In- 
ternational Trade Mart, 2 Canal St. 
(504) 589-6546. 

New York, 10007, 37th Floor, Fed- 
eral Office Bldg., 26 Federal Plaza, 
Foley Sq. (212) 264-0634. 


Newark, 07102, Gateway Bldg. (4th 
floor) Market St. & Penn Plaza 
(201) 645-6214. 


Omaha, 68102, 1815 Capitol Ave., 
Suite 703A (402) 221-3665. 


Philadelphia, 19106, 9448 Federal 
Bldg., 600 Arch St. (215) 597-2850. 


Phoenix, 85073, 2950 Valley Bank 
Center, 201 N. Central Ave. (602) 
261-3285. 


Pittsburgh, 15222, 2002 Fed. Bldg., 
1000 Liberty Ave. (412) 644-2850. 


Portland, Ore., 97204, Room 618, 
1220 S.W. 3rd Ave. (503) 221-3001. 


Reno, Nev., 89503, 777 W. 2nd St., 
Room 120. (702) 784-5203. 


Richmond, 23240, 8010 Federal Bldg., 
400 N. 8th St. (804) 782-2246. 


St. Louis, 63105, 120 S. Central Ave. 
(314) 425-3302. 


Salt Lake City, 84138, 1203 Federal 
Bldg., 125 S. State St. (801) 524-5116. 


San Francisco, 94102, Federal Bldg., 
Box 36013, 450 Golden Gate Ave., 
(415) 556-5860. 


San Juan, P.R., 00918, Room 659, 
Federal Bldg., Chardon Ave. (809) 
753-4555, 


Savannah, 31402, 222 U.S. Court- 
house, P.O. Box 9746, 125-29 Bull 
St. (912) 232-4321, Ext. 204. 


Seattle, 98109, 706 Lake Union 


Bldg., 1700 Westlake Ave. North (206) 
442-5615. 





TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas irade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 
industry trends 


‘i ~ distribution channels 
transportation facilities 
trade regulations 
prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 


TAKE A Take a look at the country’s 
foreign trade 
TOUR OF foreign investment 
finances 
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af natural resources 
Na poplin 
WITH SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to a// major 


trading countries. 
VIEW other special reports such as: 


Appraisal of China’s Foreign Trade Policy 

Basic Data on the Economy of the Soviet Union 

A Business Guide to European Common Market 

A Guide to End Users and Research Organizations 
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© Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 
the coupon below. 
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